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ABSTRACT

Thic study analyzed government intervention in the agricultural sectors of the
marke'—~oriented countries most active in trade. Levels of assistance or
taxation to agricultural producers 2ad to consumers in the form of domestic
farm piograms and agricultural trade barriers, which are measured by
parameters known as producer and consumer subsidy equivalents, were calculated
for 198:-84. Findings reveal a tendency for less-developed countries to
assist consumers and for developed nations to assist producers. Assistance to
producers of food grains, dairy products, and sugar tended to be higher than
assistance to other producers. Results for individual countrles and
individual commodities gauge the mission facing the new round of multinational
trade negotiations to reduce protectionism,
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SUMMARY

"There are no 'free traders" among the world's agricultural trading countries.
Without exception and with varying degrees of comprehensiveness and success,
all governments in*ervene in agriculture. In this report, we havc measured
the level of government intervention of many major players in world
agricultural trade, an important first step in negotiating a more liberal
trading environment.

Government intervention in domestic agriculture can, for example, create
imbalances in world supply and demand, it can limit world trade opportunities,
and it can depress commodity prices. Because of that, many countries have
called for & new international agreement to limit the adverse effects on trade
of government intervention in agriculture. The agenda for a new round of
multilateral trade negotiations (MTIN), recently launched under the auspices of
the General Agreement on Tariffs and Trade (GATT), ranks agricultural trade
issues as a top priority. These negotiations may yield a more liberal world
trade environment. '

This report presents an analysis that defines and quantifies the extent of
government intervention in agriculture. One aim was to provide usable
ecenomic information for. the MIN. The measures used are called producer and
consumer subsidy equivalents (PSE's and CSE's).

A PSE (CSE) is an estimate of the revenue required to compensate produce:
(consumers) if existing government programs were eliminated. These measures
take account of the usual budget outlays that finance such intervention, but
also include policies that do not result in specific budget outlays such as
tariffs, import quotas and permits, and variable levies. The results
constitute an index of government intervention and provide a common basis for
cross—country and cross-commodity comparisons. In effect, these measures
allow one, theoretically, to appraise and compare proposed concessions in a
multilateral forum like the GATT. This potential for comparability is a
significant step toward finding a common ground for negotiations.

The PSE/CSE estimates, based on data for 1982-84, help to gauge the level of
assistance to producers and consumers of a particular commodity in different
countries and of different commodities in a single country. In addition, the
sum of all PSE's within a country is used to rank support to agriculture
across countries. Finally, the estimates are used to compare the major
sources of support to agriculture across countries and how the cost of
producer support is distributed between the consumer and taxpayer.

Exporting countries typically provided less assistance to prodicers,
regardless of the commodity, than did importing countries. In most countries,
food grain, dairy products, and sugar were more heavily subsidized than pork
and poultry. In most cases, high producer subsidies implied high consumer
taxes in the form of high focd prices. The exceptions to this were wheat and,
sometimes, dairy products; producer price supports for these products were
frequently offset by government subsidies to consumers. In less~developed
countries (LDC's), producers of some commodities were taxed while others were
subsidized depending on the country’s economic policy objectives.

The export-oriented countries of Canads, Australia, and New Zealand typically
provided only light to moderate assistance to their agricultural sectors.
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Assistance to U.S. producers varied by commodity: producers of soybeans,
pork, poultry, and beef were lightly assisted while producers of most grains
and dairy products were moderately assisted. Assistance in the European
Community (EC), with a few excepticns, was in the moderate range. Beef and
sugar producers were heavily protected by the EC's Common Agricultural Policy
vhile producers of corn, common wheat, and pork were relatively lightly
assisted. Japan gave heavy assistance to producers of some commodities (rice,
beef, soybeans, dairy, and grains) and less assistance to producers of others
(citrus and poultry).

Several LDC's tax their agricultural producers, particularly of exported
commodities like grains and soybeans in Argentina, soybeans in Brazil, cocoa
in Nigeria, and cotton in India. 1In some cases, assistance to LDC producers
through input subsidies offset the negative effects of taxes, state trading
operations, and foreign exchange policies.

Japan had the highest average support level of all the countries, mainly
because of Japan's high support to rice producers. The EC had the second
highest avsrage, with most EC commodities supported at levels close to the EC
average. Although certain U.S. commodities were supported at higher levels
than in Canada or New Zealand, all three countries ranked very closely.
Australia had the lowest level of producer support among the developed
countries, reflecting the fact that only Australia's dairy producers received
significant levels of price and income support.

The distrlbution of the cost of government. support to producers between food
consumers and taxpayers differs markedly among countries and among
commodities. Border measures affect prices to consumers as well as producers
and are typically viewed as a hidden subsidy zo producers. In the EC and
Japan, most of the cost of public assistance to agricultural producers was
borne by consumers through higher food prices. In both Canada and the United
States, most support to grain and beef producers came from taxpayers. U.S.
and Canadian dairy consumers, however, bore most of the cost of support to
producers. Australian consumers bore the high cost of dairy pricing policies
but ncne of the cost of supporting beef producers.
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Government Intervention
in Agricuiture

- Measurement, Evaluation, and
Implications for Trade Negotiations

INTRODUCTION

The United States and the other parties to the world's foremost international
trade arrangement, the General Agreement on Tariffs and Trade (GATT), have
formally agreed to participate in an eighth round of multilateral trade
negotiations (MTN). The negotiations were launched in Punta del Este,
Uruguay, in September 1986 with the signing of the ministerial declaration.
The broad objectives and principles for these negotiations, to be called the
Uruguay Round, are set forth in the declaration. Discussions on
organizational matters and trade negotiating plans began in October 1986.
Hard bargaining is expected to be under way by spring -and agriculture will
receive notably greater attention in this process than ever before. One of
the major U.S. objectives is to liberalize agricultural trade. Other major
aims are to reach agreements that would free trade in services, expand foreign
investment opportunities, and provide guidelines for international transfers
of intellectual property rights.

The importance of agriculture in these negotiations is related to current
problems in the international agricultural trade environment. Although many
factors account for adverse agricultural market conditions, the agricultural
policies of trading countries are thought to contribute significantly to them
(7) .1/ Trade barriers and domestic agricultural policies insulate
agricultural producers in many countries from international competition and
discourage supply adjustments. Consequently, world supply has grown faster
than demand, putting downward pressure on world prices. As agricultural
market conditions have worsened, many countries' dependence on trade barriers,
domestic price supports, and income support programs to protect incomes has
increased further. While these programs do protect farmers, they are also
extremely costly to taxpayers and, often, to food consumers. Limited
opportunities for expanding world agricultural trade in the eighties have also
heightened tensions among trading partners and competitors over the use of
such policy instruments.

In this environment, bilateral agricultural trade disputes, often involving
GATT panels as arbitrators, have proliferated since the last MTN ended in

1/ Underlined numbers in parentheses identify literature cited in the
references at the end of this report. Also see the glossary at the back for
an explanation of technical terms and phrases used throughout this report.
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1979. Because GATT rules on use of trade barriers are loosely worded or are
lenient on policies restricting agricultural trade, they have proved
inadequate for resolving disputes. This situation provided a major impetus
for the call by the United States and many other important agricultural
traders for a new MTIN round.

Negotiations on agriculture will be difficult and their outcomes are, at this
point, difficult to predict. Many countries, however, have a strong interest
in reaching an agreement that would limit the ability of all countries to
restrict trade opportunities and improve the functioning of the world
agricultural market. Reaching such an agreement requires extensive knowledge
on the part of all MIN participants of each other's agricultural policies and
of the potential effect of these policies on trade.

This report presents the results of a study designed to measure and compare
the level of government assistance to agriculture in many important
agricultural countries and commodity markets. It is well known, as this
study's results confirm, that governmerl involvement in agriculture is both
widespread and important in terms of providing farmers with income
protection. However, relatively little published research has facilitated
extensive cross-country or cross-commodity quantitative comparisons of
government assistance (3, 4, 7, 8, 9, 14).2/ Our study fills that gap. It
also highlights the differing points of view that must converge to forge a
successful MTL! agreement. We therefore also provide the reader with policy
profiles and the perspectives that several major participants or blocks of
participants will bring to the MTN.

THE WORLD AGRICULTURAL TRADE ENVIRONMENT

During the seventies and eighties, both the importance of the United States in
the world market for farm products and the importance of the world market to
U.S. agriculture increased. While world agricultural trade expanded, the U.S.
share of the market increased at an unprecedented pace during the seventies.
World trade expanded fourfold, while U.S. exports increased sixfold. Over a
third of U.S. cropland was committed to producing commodities for export by
1980, and 2 of every 5 tons of the farm products traded worldwide were
produced in the United States.

In the eighties, these trends reversed. Growth in world agricultural trade,
for example, essentially stopped, and U.S. exports dropped more than a third.
This 40-million-ton drop in exports, following the 95-million-ton increase
during the seventies, is central to many problems that U.S. agriculture faces
today and provides the major impetus for U.S. participation in multilateral
agricultural trade negotiations.

Expanding Markets in the Seventies

A wide range of factors created unprecedented growth in the world market for
farm products, particularly those produced in the United States. Growth in
output slowed because of adverse farm financial conditions of the previous two
decades and adverse weather. Consumption rose substantially because of

2/ In addition to the work referred to in the cited references, such work
is ongoing at the Organization for Economic Cooperation and Development.
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population and income increases in the middle-income countries, and policy
changes in the centrally planned economies. The simultaneous expansion of the
world money supply (as the Eurodollar market expanded, new reserve assets were
created, and the world's banking system recycled petrodollars) provided the
financial underpinning for an expanded world agricultural trade.

Agricultural and trade policy changes in many importing and exporting
countries also encouraged growth in trade. Many countries eased import
restric.ions that had been designed to protect foreign exchange reserves and
support domestic farm programs. Some countries, including several members of
the Organization of Petroleum Exporting Countries (OPEC), actually instituted
. import subsidy programs. Other countries downplayed longstanding
self-sufficiency goals and simplified importing procedures in the face of
rising political pressure for dietary improvements. The USSR, East Europe,
and China all became steady and important participants in the world market.

World agricultural trade expanded from $50 billion in 1970 to more than $225
billion by 1980. The number of countries that depended regularly on imports
or exports for more than 5 percent of their food supplies or markets grew from
fewer than 25 in 1970 to more than 40 by 1980. The U.S. sharn of this
expanded market of the seventies increased sharply. Farm legislation passed
in the late sixties and macroeconomic policies already in place contributed
further to U.S. export expansion in the seventies. The farm legislation of
the late sixties began the separation of income and price supports that,
combined with increasing foreign demand, would allow U.S. prices to reflect
world supply and demand conditions rather than domestic farm income goals.
Dollar devaluations in 1971 and 1973 and further weakening of the dollar in
the second half of the seventies lowered the local currency cost of importing
U.S. farm products in many key importing countries. 1In addition,
transportation difficulties limited the ability of several exporters to expand
sales in years when their supplies were large.

Stagnant Market of the Eighties

Many of the same factors that worked to expand trade in the seventies
contributed to trade decline in the early eighties. Production increased from
2.2 percent to 2.6 percent per year because of expanded investment in
agriculture, technological advances, and improved weather, while consumption
growth dropped sharply as economic growth slowed worldwide. This slower
economic growth encouraged many importing countries to limit, and in some
cases reverse, their dependence on imports. Slower economic growth also made
importing countries more conscious of the employient and foreign exchange
costs involved in importing. Trade policies and demestic programs worked
nearly automatically with the market reverses of the eighties to protect
farmers in importing and exporting countries from drops in world prices and
cutbacks in production.

Changes in the international financial environment also encouraged less
dependence on imports. Growth in export earnings by middle-income countries
fell precipitously from over 20 percent per year in the late seventies to less
than 3 percent in the early eighties due to the general contraction in world
trade and a drop in primary product p-ices.

The centrally planned countries also face serious problems with their export
earnings. For example, USSR's hard currency exports increased from $2 billion
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a year in 1970 to over $23 billion in 1980, stagnated in the eighties, and
could possibly fall more than a quarter in 1986-88 because of lower oil prices.

The tightened supply and rising cost of credit also discouraged imports in
recent years. With the value of the dollar up sharply, local currency cost of
transactions made in dollars--including repayment of debts incurred in the
seventies--also rose sharply. These factors forced many developing and East
European countries to reduce imports and allocate their foreign exchange to
servicing their accumulated debts. At the same time, the conditions
encouraged many developed countries to slow or reverse growth in imports.

Agricultural Trade Adjustments

Agricultural trade has not fared well in the adjustment process touched off by
changes in the macroeconomic, financial, and policy environments. World trade
stagnated in the first half of the eighties, but U.S. farm exports fared even
more poorly, with shipments off a third from the 1981 record high.

Dollar appreciation in the eighties weakened the U.S. competitive position
compared with producers in countries with depreciating currencies. A higher
priced dollar also discouraged growth in imports by raising the local currency
price of dollar-denominated farm products.

U.S. farm policies interacted with policies abroad to reinforce the U.S. trade
adjustment burden. High and rigid price supports set without fully
anticipating market conditions made it unattractive for U.S. producers to sell
their products abroad. The U.S. Government and the taxpayer bore a large
share of the cost of adjusting to slowed trade growth.

The U.S. agricultural sector confronts a far-reaching restructuring,
complicated by the world market's limited ability to react to changes in
supply and demand without sharp adjustments in prices and production in the
countries. linked to the world market. These adjustments point out the
importance of improving the operation of the world market through initiatives
like the MTN. .

AGRICULTURE IN THE GATT

The agricultural policies of trading countries are thought to be an important
contributor to both falling commodity prices and the slow growth of world
trade in the eighties. Trade barriers, price and income support programs, and
other domestic agricultural policies buffer agricultural producers in many
countries from world price movements and discourage supply adjustments. In
this policy environment, world supply has continued to grow faster than
demand, leading to unprecedented stock accumulations and putting downward
pressure on world prices.

The United States has not fared well in the agricultural trade environment of
“the eighties. The value and volume of U.S. agricultural exports and the U.S.
share of the sluggish world agricultural market have all declined during this
period. The United States responded to this situation in several ways:
directly, through revising its farm commodity programs to enhance the
competitiveness of U.S. farm exports; and indirectly, through participating in
internationally coordinated efforts to lower the value of the U.S. dollar and
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by taking part in the GATT. The United States expects that its farm exports
would benefit from a more liberal agricultural trading environment, in which
both import barriers and export subsidies would be reduced, and that important
gsteps in this direction can be made in multilateral negotiations conducted
under GATT auspices.

GATT Rules on Agriculture

The GATT, now signed by 92 countries, is both a multilaterai agreement that
lays down rules and guidelines governing world trade and a forum in which
countries can discuss and resolve trade problems. It provides the contractual
rights and obligations for contracting parties to formally challenge other
members' trading practices under GATT procedures. Consultation, conciliation,
and dispute settlement are fundamental %“c GATT's work. The GATT also
functions as the principal international body concerned with negotiating
reductions in tariff and nontariff barriers through the MTN.

Trading practices that can be protested by governments as being inconsistent
with the GATT agreement include, but are not limited to, quantitative import
restrictions and export subsidies. Formal protests filed by U.S. farm
organizations and the U.S. Government ageinst foreign agricultural trade
policies grew dramatically after 1979. At the close of 1985, cases involving
agricultural products represented over half of the pending U.S. section 301
trade disputes (1).3/ Most cases involved the European Community (EC), Japan,
and Canada. Recent cases have also involved other U.S. trading partners and
competitors, such as Argentina and Brazil. The United States is also involved
in disputes initiated by other countries, such as Canada, over the use of U.S.
agricultural trade barriers and domestic agricultural policies.

Countries continue to turn to the GATT for guidance in settling agricultural
‘trade disputes even though GATT rules on agricultural products have proven
inadequate in this respect. Some bilateral disagreements have gone unresolved
for many years. This is a major reason that the United States and other
member countries have agreed to convene a new round of multilateral trade
talks in which agriculture will be a key item on the negotiating agenda.

The GATT rules on agriculture need to be strengthened. A general principle of
the GATT is that trade should be restricted only through the use of uniformly
applied tariffs. 1In practice, however, countries use many forms of nontariff
barriers under GATT exceptions and waivers. Nontariff barriers are
particularly widespread in agriculture. The GATT provides no clear guidelines
for the use of policies such as variable levies and voluntary export restraint
agreements.

GATT does provide rules on the use of quantitative restrictions and subsidies,
but these rules are not always effective in regard to agricultural products.
For example, GATT's Article XI generally prohibits the use of quantitative
‘trade restrictions, but there are several exceptions to the general
prohibition where such restrictions are applied to agricultural imports and
exports. : '

3/ Section 301 of the Trade Act of 1974, as amended, authorized the
President to take all appropriate action, including retaliation, to obtain
removal of any act, policy, or practice of a foreign government which is found
to violate an international trade agreement.
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Formal waivers to Article XI have also been granted. For example, the United
States was granted a formal waiver in 1955 allowing quantitative restrictions
to be imposed on agricultural imports under section 22 of the U.S.
Agricultural Adjustment Act when imports would nuilify or materially interfere
with the operations of Government commodity programs.4/ Other countries, such
as those of the EC, that do not request formal waivers, have been able to
circumvent Article XI by applying other forms of nontariff barriers not
explicitly covered by th€ GATT.

The GATT code on subsidies and countervailing duties (the subsidies code)
treats differently subsidies on primary and nonprimary products. Export
subsidies on nonprimary goods are generally prohibited, but export subsidies
on primary products are allowed so long as the country that subsidizes a
product does not acquire "more than an equitable share of world trade" in a
previously representative period (5). In 1983, a GATT panel was unable to
reach a conclusion on a subsidy complaint by the United States regarding EC
wheat flour export subsidies because of the vagueness of this concept. 1In the
case of domestic subsidization, contracting parties to the GATT are merely
encouraged to "weigh possible adverse effects of domestic subsidies on trade”
(3).

The subsidies code is concerned with the trade effects of export and domestic
subsidies. It does not provide a legal definition of a subsidy {(except in
terms of trade effects), and it does not help countries identify cypes of
domestic policies that could be subject to countervailing duty legislation.
The problem of what is a "countervailable subsidy" has been a major source of
contention in countervailing duty cases involving the United States, Canada,
and the EC. :

. The United States and many other important world agricultural suppliers have

come to recognize the inadequacies of existing GATT rules for agriculture and
the need to "bring agriculture more fully into the GATT." Although this is a
major goal of the new round of multilateral negotiations, it will be a
particularly difficult task for a number of reasons. First, agricultural
trade barriers are typically linked to domestic price-support programs, which
are strongly backed by national interest groups and reflect national policy
objectives. Countries are usually unwilling to subject these policies to
international scrutiny. Second, many forms of government assistance that
benefit agricultural producers and have substantial trade effects, through
their effects on production, aré not trade barriers. Direct income.payments,
input subsidies, marketing subsidies, and transportation subsidies fall into
this category. These policy tools typically have been outside GATT
jurisdiction. However, domestic forms of assistance are increasingly cited as

‘problems in bilateral disputes, suggesting the need to develop guidelines for

their use. Third, GATT members employ such dramatically different farm
policies that to find common ground in the negotiating process is exceedingly
difficult. Countries cannot merely pursue product-for-product concessions on
tariff rates; they must find their way toward mutual reductions of nontariff
barriers and other forms of agriculturel assistance whose impacts may be very
difficult to measure and compare. Despite these difficulties, contracting
parties have expressed their commitments to solving complex agricultural trade
issues in the new GATT round.

4/ Section 22 of the U.S. Agricultural Adjustment Act restricts imports of
specified agricultural commodities to prevent interference with price support
programs.
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The Uruguay Round

When the new MTN round was launched in Punta del Este, Uruguay, contracting
parties agreed that negotiations on agriculture 'shall aim to achieve greater
iiberalization of trade in agriculture and bring all measures affecting import
access and export competition under strengthened and more operationally
effective GATT rules and disciplines” (6). They drew up three broadly stated
objectives:

o Improve market access through the geduction of import barriers.

o Increase discipline on the use of all direct and indirect subsidies and
other measures affecting agricultural trade, reduce their adverse trade
effects, and deal with their causes.

0 Minimize the adverse effects that unnecessary health and sanitary
regulations can have on trade in agriculture.

A multilateral approach to achieving these objectives still has not been
agreed upon. Several approaches are possible, 2ach with limitations and not
necessarily mutually exclusive. For example:

o Countries could negotiate tariff, nontariff, and, possibly, domestic
pclicy concessions on an offer-request basis.

0 Countries could agree to limit the trade effects of their trade and
domestic policies through, for example, strengthening the "more than
equitable share of worlid trade'" rule that currently iimits the use of
export subsidies.

0 Countries could negotiate the use of types of policy instruments,
including both nontariff barriers and domestic policies. That is, some
policies to be negotiated would be labeled GATIT-inconsistent due to
their trade-distorting effects; others would be identified as consistent
with the GATT.

o Countries could agree to reduce all nontariff measures which affect
trade and make whatever adjustments are necessary in domestic programs
to comply with that commitment.

o Countries could agree to freeze and reduce the total level of support
provided to producers of individual commodities, regardless of the
policy instruments used to achieve that level of support.

Data and Analytical Needs for the MTN

To negotiate effectively on trade barriers and domestic policies that
indirectly affect trade, negotiators must have a good understanding of the
types and levels of government intervention found in agriculture and of policy
influences on the domestic economy and trade. Both the Foreign Agricultural
Service and the Economic Research Service (ERS) of the U.S. Department of
Agriculture (USDA) are currently contributing to a comprehensive international
catalog of tariff, nontariff, and domestic policy measures for important
agricultural commodities. This type of policy data was compiled for previous

‘MIN rounds. 1In the past, only tariff data indicated the actual level of
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protection associated with the useé of a goverument policy instrument.
Nontariff barrier data were purely de- ~iptive so that it was impossible to
compare the effect of a tariff barrier «with the effect of a nontariff

barrier. This lack of comparability complicates the ability of negotiatars to
strike agreements on reducing nontariff trade barriers.

Given the very broad scope of agricultural policy issues likely to be
addressed in the current MTN, a quantitative analysis of the tariff
equivalence of nontariff forms of government support to agriculture would be
an important contribution to the policy data base. This would help countries
arrive at reciprocal concessions involving nontariff as well as tariff
barriers. If countries agree to attempt to reduce the overall level of
support provided to their farm sectors or to producers of individual
commodities, then some measure of the initial and subsequent levels of support
must be determined,

Quantifying the effects of nontariff barriers and domestic policy measures is
an extremely ambitious undertaking since countries must agree on an approach
to measuring government intervention and on a representative period for the
analysis. We have found in this research that the data necessary for a
thorough and consistent analysis across countries may not be readily
available, particularly for developing countries.

We present in this report the resuits of analysis designed to measure the
levels of support (or iaxation) provided to both agricultural producers and
consumers using the concept of producer and consumer subsidy equivalents.5/
These measures of government support to the agriculture sector do not directly
reveal the effects of government policies on agricultural production,
consumption, and trade. When coupled with other information such as trade
shares, they may, however, indicate where large gains or losses can be
expected from trade liberalization. The trade negotiation process should be
further supported by world trade models that can be used to assess the
domestic and world effects of reducing or eliminating the level of government
support to agriculture. 1In calculating the mensures of assistance to
agriculture for this report, our intent is to include as broad an array cf
policy instruments and farm programs as possible. Which policies will be put
on the negotiating table in the upcoming talks is still subject to
considerable discussion among participating nations.

PERSPECTIVES OF GATT PARTICIPANTS

The United States was a leader in calling for a new round of trade
negotiations and in stressing the need to assign a high priority to
agriculture. The United States and a number of other GATT members,
particularly the countries of the EC, Canada, Japan, Australia, and New
Zealand, are expected to play prominent roles in the agriculture talks. This
section presents overviews of these countries' agricultural prolicies and their
perspectives on the new MTH.

5/ Producer and consumer subsidy equivalents are economic, not legal,
concepts. To avoid confusion with references to subsidies in the GATT or
national trade law, the economist's concept of producer subsidies is referred
" to as support, assistance, or taxation when discussing empirical results of
the analysis.

!
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The attempt to measure government support to agriculture was extended to a
number of less-developed countrics (LDC's), most of them considered newly
tndustrialized. These countries play increasingly important roles in world
agricultural trade as both exporters and importers, and they are expected to
be more active in this round of GATT negotiations than ever before. Although
major differences exist =zwong LDC's, they are treated here as a bloc.

'The United States

The United States is the world's most iwportant agricultural exporter, despite
significant declines in its exports since 1981. Exports, which amounted to
about $27 billion in 1985, contribute significantly to farm cash receipts
(13). A positive agricultural trade balance strengthens the overall U.S.
balance-of-payments posiition. Exports are particularly important for grains,
oilseeds, and cotton since znly a little over half of the grain and oilseed
produced is consumed f~mestically and more than half the cotton produced is
exported. The U.S. farm sector's growth is closely correlated to growth in
foreign demand for U.S. exports.

The most important sources of U.S. Government assistance to producers of
grain, oilseed, and cotton are components of price and income support
programs: nonrecourse commodity loans, Commodity Credit Corporation (CCC)
inventory and financial activities, direct cash transfers for deficiency
payments (grains and cotton), farm storage payments (grains onl;., and, in
some years, paid land diversion (grains and cotton).

To be eligible to receive price and income support program benefits, grain and
cotton farmers often must comply with acreage reduction or other supply
control programs. Acreage reduction is not a feature of the soybean program.
When acreage control programs are in effect, a portion of a farm's acreage
baise must be devoted to an approved conservation use. The acreage-diverting
programs are designed to offset the supply-stimulating effect of price and
income support programs. A key distinction between the policies of the United
States and other countries is the emphasis on acreage restrictions.

The nonrecourse loan program allows producers to obtain a io0an at a specific
rate per unit of the commodity by pledging crops from the current year's
production as collateral. Grain and cotton producers participating in acreage
reduction programs, and all soybean producers may obtain CCC regular comradity
loans for 9 months. All grain producers except rice producers may also place
their crops in a long-term loan program (the farmer-owned reserve). Producers
receiving commodity loans have the option of repaying their loans with
interest or forfeiting.their crops to the CCC. The interest rate on CCC
nonrecourse loans is usually below the commercial lending rate, implying an
implicit interest rate subsidy to grain, soybeans, and cotton producers. By
removing supplies from the market, particularly through forfeitures or
long-term storage, the loan rate becomes the minimum price that participating
farmers receive for tkeir crop. If participation in the program is high
enough, the nonrecourse loan program supports the price to all domestic
producers and extends this price protection to international producers as well.

During 1982-84, the United States reduced supplies (through acreage reduction

and stocking) and thereby maintained world prices near the loan rates for many
commodities. As a result of provisions contained in the Food Security Act of

1985, commodity loan rates have since declined significantly for all
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commodities. The 1985 Act contains new marketing loan provision$§ for rice and
cutton that ensure that the sales prices of those commodities reflect woi'ld
market prices.

The CCC acquires stocks of grains, soybeans, and cotton as a divect
consequence of the nonrecourse loan program, and CCC resale of ihese stocks is
subject to several restrictions. The CCC slso purchases commodities for
domestic and international commodity donatiocn programs. CCC inventory and
financial operations are major sources of government assistance to grain,
cotton, and soybean producers.

Payment-in~kind (PIK) programs, whereby producers receive commodities from
storage in exchange for idling wheat, vice, corn, barley, oats, sorghum, and
cotton acreage, have been used to reduce levels of stocks held in CCC
inventories and to reduce nonrecourse loan payments. The 1983 PIK program was
the largest acreage and stock reduction program in the nation's historys. The
1983 PIK program removed more acreage from production than was planted in all
of the EC-10 in program ccmmodities during that vear. A PIK program 2lso was
used for wheat in 1984,

A system of target prices and deficiency payments for grain and cotton
producers supplements price supports provided through the nonrecourcze loan and
stock management programs. The target price, generally set above the loan
rate, is used to calculate deficiency payments which, for most commodities,
make up the difference between the target price and the higher of (1) the
average market price during the first 5 montns of the marketing year or (2)
the national average loan rate. Wheat and feed grain producers also receive
annual payments to help defray the cost of storing grain in the farmer-owncd
reserve. These direct cash payments, together with the value of PIK
commodities, are an important source of government assistance to grain and
cotton producers.

Domestic prices of dairy products are maintained through import quotas and
tarififs. Legislated minimum prices for milk used for manufactured products
such as cheese and butter are also supported through CCC purchases of cheddar
cheese, butter, and nonfat dry milk. The loan rate for sugar has been
maintained through the ever tightening quota. Government policies for duiry
and sugar support domestic prices above external prices.

e United States has no domestic price and income supports for beef, poultry,
or pork. Most meat imports are subject to a tariff. In addition, quotas may
‘be imposed under the provisions of the Meat Import Act of 1964 (amended in
1979) on fresh, chilled, or frozen beef, veal, mutton, and goat meat

products. The quota has been imposed only once, in the last quarter of 1976.
In some years, voluntary export restraint agreements on meats covered by the
act have been signed with foreign governments.

Most U.S. producers also benefit to some degree through research, extension,
and inspection services, interest rate concessions on Farmers Home
Administration operating loans, exemption from taxes on fuel used for
off-highway purposes, and crop insurance.

Over the past year, U.S. policymakers have continually expressed the need for
internationally agreed upon and enforced guidelines over the use of
agricultural import restrictions and export subsidies to ensure continued u.s.
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export sales. The United States expressed three major objectives prior to the
start of the new round: (1) te phase oui import restrictions on agricultural
products, (2) to treat agricultural export subsidies the same as subiidies for
industria}l products, and (3) to eliminate unnecessary health and sanicary
regulations that impede market access in other countries.

In September 1986, the United States came away from the GATT ministerial
meeting in Punta del Este satisfied with the language on agriculture in the
ministerial declaration. The terms of the (:claration opened agricultural
trade issues to negotiation and recognized the need to address critical
agricultural trade problems. The language on subsidies calls for greate:
discipline on all subsidies, including a phased ret iction of the negative
effects of all direct and indirect measures affect..ig world agricultuial trade
and dealing with their causes. This broad language will allow negotiators to
address direct export subsidies, such as those administered by the EC.
However, {:e broad language will also allow negotiators to focus on the
declaratici s mention of other "measures affecting directly or indirectly
agricultural trade,” including U.S. agricultural policy measures that have the
potential to affect imports and exports.

The United States views multilateral trade liberalization as a means of
gaining increascd foreign market access for efficient U.S. producers and
reducing compztition faced by U.S. suppliers from subsidizing exporting
countries. U.S. taxpayers would benefit from trade liberalization as
government costs of farm progcams would be reduced. Trade liberalization
could also, however, involve increased competition for U.S. producers of
imported products such as dairy, sugar, peanuts, and tobacco. Consumers of
these products would benefit from increase¢ supplies and lower prices.

The Eurovean Communit

Since the Common Agricultural Policy (CAP) was estabiished in the early
1960's, the EC has shifted from being a net importer of most agricultural
commodities to being a major agricultural exporter. It has done so by making
extensive use of variable levies and esport subsidies. During 1982-84, EC
exports as an approximate percentage of world trade were 20 percent for sugar,
40 percent for butter, 30 percent for poultry, and about 20 percent each for
beef, cheese, pigmeat, and grains.

EC agricultural producer incomes are supported mainly through commodity price
supports provided by the CAP. The EC's direct payments for the purpose of
financing structural measures also play an important role in some regions and
for some products, but overall these are quite small. Member countries also
provide some national subsidies to producers and consumers which are not
included in this study.

The EC links price supports for all commodities to target prices that are
generally established well above world prices each year by representatives of
all member countries. Minimum import prices are linked to all target prices,
except those for oilseeds, to keep the price support system from being
undermined by cheaper imports. Variable levies, equal to the difference
between the minimum import prices and the lowest c.i.f. offer price, are
charged on imports of these commodities. Finally, intervention prices are
alsa linked to the target prices except for oilseeds. Intervention agencies
in the member countries are required to buy surplus commodities when market
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prices fall be .uw intervention prices. 4lthough surplus stocks are eventuaily
sold on world markets with large export restitutions (subsidies), large stocks
of dairy products, beef, and grains currently exist.

Levies on oilseeds and most other nongrain feed ingredients were bound at zero
by the EC during an earlier round of MTN. Therefore, large amounts of
nongrain feeds are used by feed compounders near ports who find them to be
less expensive feedstuffs than grains whose prices are kept high by the CAP.
As a result of the zero-binding, the EC provides deficiency payments to
encourage domestic oilseed production. .

There is pressure on the EC to modify its price support and trade policies
from budgetary costs, consumer costs, and external criticisms. Agricultural
budget costs were approximately $23 billion in 1986 and are expected to
increase if surpluses increase or world prices continue to decline. Although
food costs have fallen as a shere of total expenditures, variable levies have
made food relatively expensive for consumers and reduced consumption.

Finally, other exporting countries have been critical of trade effects
w»roduced by the CAP. Although there have been some reforms in the last
several years, surpluses are expected to remain large and will likely increase
for some commodities.

" The EC was initially reluctant to place its export subsidies on the
negotiating agenda of the current MTN, and did so only after language was
adopted that could open U.S. deficiency payments and Canadian transportation
subsidies to negotiation.

The EC did not object to the principle that improving market access should be
a majce goal of the negotiations because it sees potential gains in other
markets such as Japan. Improving market access could also affect the EC's
system of import levies. This system accounted for about 72 percent of total
government assistance to producers during 1982-84, while export subsidies,
direct payments, and other budget costs accounted for 28 percent of total
assistance. Easing market access could be very costly to EC farmers or could
put additional strain on the EC budget. '

The cost to EC farmers of a total trade liberalization through dismantling the
variable levy system and eliminating all direct payments and export subsidies
could be significant for most commodities. On the other hand, the benefits to
consumers and taxpayers of total trade liberalization could be substantial.

Although export subsidies have been placed on the negotiating agenda, a number
of factors will make even partial trade liberalization difficult. An
important factor may be the "equivalence of effect" which the EC perceives
exists between its export subsidies and U.s. deficiency payments.

Another difficulty lies in the fundamental role of export subsidies in
allowing the EC to maintain farm incomes. TIf the EC were to neutralize its
export subsidies by imposing an offsetting tax on producers, as it has done
with sugar, farm incomes would decline. Export subsidies made up nearly 30
percent of the support to producers of grain, about 15 percent for dairy, 8
percent for beef, and about 5 percent for poultry meat and pork. Such an
offsetting tax would represent nearly 4 percent of the gross value of
production for all commodities. The negative effect on net farm incomes would
be much larger than the effect on gross value of production and would be
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especially significant for grain, beef, and dairy products. Consumers would
not benefit from a producer tax unless support prices were also reduced.

The EC could benefit from increased discipline in the use of export subsidies
to reduce expected growth of subsidy costs. If recent growth in grain
production continues, the EC-12 could increase its current 15-milliion-ton
grain surplus to around 40 million tons in 10 years. A weak dollar and
declining U.S. wheat support prices could cause export refunds of at lieast
$130 per ton to continue. At such costs for export refunds, exports of 40
million tons of surplus grain by 1995 would require around $5 billion .in
export subsidies for grain alone, compared with current total CAP expenditures
of about $23 billion. With unrestricted growth, total export subsidies could
make up about half of total CAP expenditu;es by 1995.

As in prior negotiations, the EC imay attempt to "complete the CAP" by
application of some type of tariff or levy on soybeans, corn gluten, and other
‘nongrain feed ingredients. . In exchange, the EC might offer to reduce or
change the level or nature of protection on grains. Such an agreement to
*harmonize" protection of grains and oilseeds would require the United States
to give up the earlier agreement that prevents imposition of variable levies
on oilseeds and nongrain feeds. Currently, the EC probably imports more
oilseeds and nongrain feeds than it would if restrictions on imports of grains
through variable levies were eliminated.

The budget costs of exporting sugar have been reduced with the application of
producer coresponsibility levies. Similar levies on grain production were
introduced in 1986 as one way to deal with expected increases in export
subsidy costs. Because they shift some of the costs of export subsidies from
the budget, coresponsibility levies are appealing to the EC. However, as the
EC found when such levies were applied in the dairy sector, they do not
prevent production increases arising from productivity growth. Furthermore,
unless production is reduced or demand is increased, the need to cope with
growing surplus disposal costs remains.

One proposal regularly suggested by the EC is to manage trade by sharing
markets. This would commit countries to stabilizing production or exports,
regardless of their comparative advantage. The United States has genecally
opposed market-sharing agreements.

Japan

Japan is the largest net importer of agricultural products in the world,
accounting for about 9 percent of total world farm trade. This statistic
reflects Japan's heavy dependence on raw material imports, a dependence
arising from its comparative advantage in manufacturing and disadvantage in
primary production. By protecting Japanese farmers from international
competition, Japan's agricultural policies keep agriculturzl resources from
shifting into more efficient sectors. Levels of protection since the late
fifties and early sixties have risen for some significant commodities like
rice and beef. Despite such protection, the country's agricultural
self-sufficiency rate still dropped from 75 percent in 1960 to about 45
percent currently (original calorie basis), one of the lowest levels among
developed countries.
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A principal goal of Japan's agricultural policy since the sixties has been to
achieve and maintain income parity between farm and urban households. The
Japanese also regard national food security as especially important. These
priorities have led the Government to maintain farm product prices at high
levels, particularly for Japan's dominant crop, rice. A state trading
corporation, the Japan Food Agency, purchases rice and other food grains at an
annually announced price. The Food Agency resells food grains to wholesalers,
also at a price set annually. Although domestically produced grains are also
sold through private channels, the Food Agency's purchase and resale prices
effectively dominate these markets. To help keep Japanese prices far above
levels prevailing in international trade, Japan severely restricts imports.

A major policy concern has recently gained prominence: avoiding surplus rice
production. Rice production exceeded demand during 1967-69 and 1973-79. As a
result, the Food Agency was left with burdensome stocks in the late sixties
and late seventies. In both instances, the Government paid farmers large
diversion payments for planting paddy land to substitute crops. The Food
Agency disposed of surplus rice by subsidizing its use for feed and export.
The United States strongly objected to Japan's rice exports in 1979 and 1980,
and ultimately negotiated a limit of 1.6 million tons for 1980-84. During
these years, rice stocks were also depleted by 4 coasecutive years of
below-average crops. With stocks now rapidly accumulating again, Japan may
have to reconsider subsidizing exports in the late 1980's.

In the livestock sector, Japanese protection from international prices varies
strongly according to the product. Feedstuffs are imported with a minimum of
intervention, and the efficient poultry industry is protected only by
relatively low tariffs. The pork industry is assisted by a variable levy on
imports. The cattle industry is more heavily protected. Japan imposes import
quotas on most dairy products. WNatural cheese imports are restricted by a
tariff quota in which imports beyond a certain predetermined level are subject
to a 35-percent tariff. Beef imports are severely restricted by quotas,
tariffs, and surcharges which result in domestic beef prices more than double
those of world prices. A 1984 understanding with the United States resulted
in a schedule for Japan to raise its quotas for grain-fed beef imports through
Japanese fiscal year 1987. :

As the world's largest net importer of agricultural products, Japan will be
reluctant to offer significant concessions on its trade barriers during the
present MIN round. Japan is likely to support multilateral measures to
enhance food security, such as an international convention banning embargoes
of agricultural exports. The Japanese Government has also argued for the
maintenance of international buffer stocks. Japan has refied on bilateral
supply-purchase agreements (the Butz-Abe understanding of 1975-78 involving
wheat, soybeans, and feedgrains and a multiyear agreement with Australia on
sugar signed in 1974) for a number of agricultural products but it is unlikely
to enter into similar arrangements as long as the world has an oversupply of
agricultural products.

In the next few years, Japan will have to consider significant concessions on
rice. If rice surpluses develop, Japan may have to renew limits on its rice
exports and make downward adjustments in producer incentives. '

In the longer term, more fundamental change in Japanese agricultural policy is
likely. wWith the current generation of farm operators aging, there will be an
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opportunity for consolidation of farmland into larger, more economical units.
The larger farms should be more efficient and require less government
assistance and border protection. The political influence of agricultural
producers is likely to diminish as the memory of World War II food shortages
fades, as the link between the urban and rural populations weakens, and as
reform of Japan's gerrymandered political districts (favoring rural voters)
progresses.

Canada

Canada has been a strong supporter of a new MIN round because both its economy
and agriculture are highly dependent on exports, especially of grains,
oilseeds, and livestock products. Canada feels it will benefit in gencral
from a freer and more open world trading environment. Canasda has stated that
agriculture is its highest priority in the new MTN round and particularly
wants to see subsidy issues clarified. It feels it is caught in the middle of
a U.S.~EC agricultural subsidy war that is driving farm prices to
unprecedented low levels. Canada participated in Australia's August 1986
meeting of "nonsubsidizing agricultural exporting countries."

Canadian agriculture is heavily regulated, but levels of producer protection
vary significantly by commodity. For grains and oilseeds, Canada feels it
will benefit from reduced world protectionism and subsidies. Government
support is relatively low and comes primarily in the form of transportation
subsidies, although income stabilization payments have increased in recent
years with the decline in world prices. Livestock products are exported
primarily to the United States. Producers receive limited support through a
federal stabilization program, but provincial programs (not included in this
analysis) have provided significant support.

The benefits of trade liberalization to producers of grains, oilseeds, and

. livestock products would come primarily through higher world pric